The purpose of this paper is to discuss the implications of mandatory corporate social responsibility (CSR) contributions: the CSR levy. Using public interest theory as the theoretical lens, this paper adopts a pro-regulation approach and justifies the introduction of the CSR levy in Mauritius, based on the economic and business environment prevailing at the time. Secondary literature sources are used to investigate. Two further questions related to mandatory CSR are investigated: Does the CSR levy result in a competitive disadvantage? Does the CSR levy reduce profits? We conclude that the CSR levy does not disadvantage firms due to the uniform amount and its universal application. Furthermore, it can attract Foreign Direct Investment (FDI) and Socially Responsible Investment (SRI). However, the CSR levy does negatively impact on profits but has the potential to pay higher returns in the future if viewed as an investment. This research needs to be complemented by studies that empirically investigate the impacts of the CSR levy on companies and sectors in Mauritius.
Introduction
The idea of corporate social responsibility (CSR) dates back to the 20 th century (Kristoffersen, Gerrans and Clark-Murphy [1] ) and companies have been disclosing information about various aspects of their social and environmental performance for over a century (Deegan [2] [3] ). The practice of CSR has turned into a norm rather than exception. This is largely due to the proliferation of multinational companies which export their "western standards" to host countries. Firms are expected to increase shareholders' wealth taking into account the expectations of society. However, lack of engagement of companies with the community and the lack of transparency about the impact of their activities on the society have triggered the idea of mandatory CSR. Though the idea seems contradictory, in the last decade, many countries have taken initiatives to move from voluntary CSR to mandatory CSR. For example, France, Denmark, Norway and South Africa have passed legislation which requires firms to disclose their environmental performance (Ioannou and Serafeim [4] ). While the debate was initially centred on CSR reporting, three countries (e.g. Mauritius, India and Indonesia) have gone further and imposed a mandatory CSR contribution by firms (CSR levy).
This decision attracted much criticism especially in Indonesia where the legality of mandatory CSR was challenged before the Constitutional Court (Waagstein [5] ).
In light of the above discussion, the following research questions arise: 1)
Should CSR be mandatory? 2) Does mandatory CSR bring competitive disad- 
Background to CSR Legislation in Mauritius
Mauritius is a former British and French colony. Even more than three decades after independence descendants of European settlers still control private business ownership and hold the bulk of economic power (Maisenhender [6] ). An inequality in income and wealth distribution is visible in Mauritius (Mahadeo et al. [7] ). CSR activities of Mauritian firms can be traced back to the days where sugar production used to be the main economic activity. Sugar estates and factories were the main employer in the country and used to provide support to activities in their "factory-area". These support activities ranged from helping schools to religious donations. These were made on an ad-hoc basis and could be termed as philanthropic CSR (Soobaroyen and Mahadeo [8] 2007 report pointed out the lack of coordination and systematic approach of local firms while engaging in CSR activities, which was mainly due to the ad-hoc response (Pineda Escobar [9] ).
In its 2007 budget the government made an appeal by requesting (all) companies to contribute more towards CSR activities.
"Most companies, though sensitive to the issue of Corporate Social Responsibility (CSR) do not have structured programmes of support. With the exception of a few companies, CSR is being carried out on an "ad hoc" basis … it is our conviction that there should be a concrete show of solidarity with the weak, the vulnerable and the poor. To this end, a number of firms in the corporate sector have agreed to voluntarily contribute at least 1 percent of their profits to CSR activities run by them. I make an appeal to companies that can afford it to contribute more." (Ministry of Finance [10] )
It seems that the response from the private sector was below expectations. In 2009 the government mandated CSR through "The Finance Bill 2009". It requires all profitable companies to contribute 2% of their preceding year profits towards CSR activities. Guidelines for spending CSR funds were formulated by government and employer representatives and aimed at synchronizing CSR activities for the benefit of society and more particularly, the needy.
Theoretical Framework
Public interest theory holds that regulation is necessary because of market failure. The aim of regulation is to protect the public interest and society who will be better off with regulation than otherwise (Godfrey et al. [11] ). Public interest theory assumes that the regulator (government) has an independent role to play in the development of regulation. It rather acts as a neutral arbiter intervening at the request of "public interest" agents. The government does not let its selfinterest prevail in the regulation process (Deegan [12] ). Government intervenes to create a regulated financial reporting environment to ensure that firms provide accurate accounting information to the market. Consequently, this improves investor confidence and improves overall market efficiency (Omran and El-Galfy [13] ). Omran and El-Galfy [13] argue that public interest theory ignores the opportunistic roles of the regulator, capture of the regulatory process by companies and the private interests of stakeholders. Moreover, the lack of competence of the regulator and their true intention to protect the public interest may compromise the usefulness of this theory (Gaffikin [14] ).
Should CSR Be Mandatory?
The Mauritian business environment is characterized by family owned and managed firms with concentration of ownership among a small percentage of [16] ). Due to the absence of strong stakeholders, closely held firms face limited pressure to be involved in CSR activities. On the other hand, when shares are widely held with many shareholders owning a small proportion of shares of a company, public accountability becomes an issue. This may necessitate investment in CSR activities (Mohd Ghazali [17] ). Ntim and Soobaroyen [18] report a negative relationship between close ownership and CSR disclosures. Al-Bassam et al. [19] found a negative link between close ownership and corporate governance disclosures. There are no prior studies which report empirically the degree of ownership concentration in Mauritius, but the National Code of Corporate Governance [20] acknowledges:
"The shareholding of the corporate sector in Mauritius is concentrated in a small percentage of the population. Such concentration exists in many other economies and may not be negative for economic growth, but a wider ownership is desirable in Mauritius. Such a change would provide the corporate sector with greater support from the Mauritian society as a whole, and allow more people from all communities to be shareholders in the economy".
The existence of a dominant group of individuals which is able to influence board decisions, is common in family owned business. This is because the controlling shareholder will be able to nominate friends/relatives to the board (Lokman, Mula and Cotter [21] ). Family members compared to other investors are less concerned about accountability and organizational legitimacy (Khan, Muttakin and Siddiqui, [22] ). As such family controlled businesses are less likely to embrace social goals. Moreover, the cost of engaging in CSR might outweigh the benefits. Chau and Gray [23] , Haniffa and Cooke [24] , Ho and Wong [25] and Gazali and Weetman [26] found a negative relationship between family controlled businesses and voluntary disclosure.
The Mauritian government has shareholdings in several companies. Areas of strategic importance mainly determine government ownership. Some state enterprises such as the Central Electricity Board and the Central Water Authority are run as parastatal bodies. Other companies are run as public limited companies and have the government and other governmental agencies as well as the private sector as shareholders (NCCG [20] ). Since, the activities of these public companies are under public scrutiny, they are expected to be more involved in CSR (Mohd Ghazali [17] [27] ). Amran and Devi [5] and Haji and Ghazali [28] found a significant positive relationship between government shareholding and CSR disclosure. The Mauritian government is unable to propagate its CSR philosophy on companies through a presence on the board of directors. Further, a number of government enterprises have been making continuous losses and consequently have not allocated funds for CSR. The government through its enterprises has not been a "CSR champion".
Public interest theory posits that regulation becomes desirable because of market failure. The actual ownership structure of firms which is concentrated among few individuals offers no incentive for firms to spend on CSR as they are faced with less powerful stakeholders. Family run firms having concentrated ownership tend to treat CSR as a trivial matter. In these conditions, compulsion is the only way to ensure genuine CSR actions.
CSR guidelines, which prescribe that half of CSR funds are to be allocated to priority areas, ensure that resources are put to effective use. Without regulation it will be difficult to channel resources towards areas which require intervention. Prior to the CSR levy, the voluntary nature combined with the concentrated ownership structure encouraged firms to practice internal CSR activities. Training was preferred CSR activity of firms (MEF [29] ). The community was therefore only a minor beneficiary of CSR activities. Furthermore, "Donations" was the most popular form of external CSR activity (MEF [29] ). While charitable donations are presumed to benefit the community at large, religious donations benefit only a section of the community. An overhaul of the CSR landscape was therefore necessary to synchronize CSR activities and prioritize certain areas. The CSR levy aimed to achieve these objectives.
Mandatory CSR supports the role of the government in protecting the environment and raising the standard of living of people (Japhet et al. [30] ). The government on its own is unable to meet the expectations of the society. Allowing firms to manage CSR projects from their CSR funds allows firms to innovate in meeting society's needs. With several parties involved, the needs of the society are met faster compared to a centralised body keeping custody of funds centrally. Based on the findings of MEF [31] whereby only a minority of companies were found to allocate funds to CSR, it can be argued that the CSR levy will enable firms to respond spontaneously if the need arises, for example in the case of a catastrophe. The CSR levy with guidelines for spending is the best mix between the two extremes of keeping full custody and control over CSR funds by the government and leaving all CSR funds with all control in the hands of companies. The actual situation is therefore ideal for both companies and the government.
Does the CSR Levy Result in Competitive Disadvantage?
Those who oppose mandatory CSR, claim that the CSR levy is equivalent to a "If a country does not have a reputation for strong corporate governance practices, capital will flow elsewhere. If investors are not confident with the level of disclosure, capital will flow elsewhere. If a country opts for lax accounting and reporting standards, capital will flow elsewhere. All enterprises in that country-regardless of how steadfast a particular company's practices may be-suffer the consequences". Socially Responsible Investment (SRI) is gaining prominence among investors. For instance more than 10% of assets under management in the USA follow the SRI criteria (Cormier et al. [37] The second part of the discussion on competitive disadvantage focuses on whether companies contributing to the CSR levy are disadvantaged. There are two ways in which mandatory CSR can lead to competitive disadvantage. First, is when companies are not equally affected by regulation. Mandatory regulation of CSR in Indonesia and India can explain this point. Indonesian statutory regulation on CSR applies only to companies which extract natural resources. While companies operating in the natural resources sector will be affected equally this will advantage companies operating in other sectors. The matter has been raised in the Constitutional Court which deliberated that the law is not discriminatory. The court stated that mandatory CSR is a preventive effort as the business activities of those firms operating in the sector have negative consequences on the stock of natural resources and the lives of people (Waagstein [5] ). CSR regulation in India also applies to "capable" companies which imply that companies falling within this definition will be disadvantaged. Countries such as Australia, the UK and the US have discriminatory laws against large companies often requiring companies over a turnover threshold or number of employees to apply certain rules (Deva [40] ). Compared to Indonesia and India, the CSR levy in Mauritius applies to all companies. As the rate of the CSR levy is uniform and its application is related to profit irrespective of the amount, it can be argued that CSR levy in Mauritius will affect all entities equally. Therefore, the levy in no way puts a contributing entity at a competitive disadvantage.
Second, is where competitive advantage is associated exclusively to financial gain. Protection of the environment or empowering the community goes beyond the scope of business. Companies should not view expenditure on protecting the environment or empowering the community as a cost but rather as a long term investment. Empowering the community will make people more employable which increase income and ultimately create demand for the company's product/services. Even if CSR is considered an expense, it has the potential to provide returns in excess of the cost, in the long run (Waagstein [5] ).
Porter and Kramer [41] argue that "CSR can be much more than a cost, a constraint, or a charitable deed-it can be a source of opportunity, innovation, and competitive advantage". CSR has been the bone of contention between corporations and society. Of the four valid arguments (moral obligation, sustainability, licence to operate and reputation) to justify CSR, all focus on the tension between the organisation and society instead of recognising the mutual dependence of society and the organisation (Porter and Kramer [41] They argue that the guide to engage in a CSR activity is not whether the cause is worthy but whether it can be beneficial to both society and the business at the same time. In so doing firms can build competitive advantage. For example, Volvo has built competitive advantage around its safety technology which is beneficial to both the company and society. The increasing concern by the community for the environment has forced companies to innovate towards a number of "green" products which benefit both the environment and the business. The introduction of hybrid cars is a good example. McWilliams et al. [42] further argue that CSR can enable a firm to differentiate its product. CSR is often portrayed as a charitable donation with no benefit to the donor.
CSR is therefore seen as being incompatible with profit maximization. However, CSR can also be strategic whereby it can combine economic and social benefits (Husted and Salazar [43] ). Jain and Jamali [44] argue that the outside-in ap- Attracting and retaining human resources is central for the success of an organisation. Companies with high corporate social performance are more appealing to job seekers that those with low CSP (Albinger and Freeman [45] ) and companies with good social credentials have better employee retention rates (Peterson [46] ). Stites and Michael [47] investigated whether employee perception of CSP influences the affective organisational commitment, found that communicating CSR to employees can improve employee attitudes which in turn can influence turnover and performance. In another study, Carmeli et al. [48] found that employees have stronger identification with high social performance compared to high financial performance.
Will Mandatory CSR Decrease Profits?
The CSR levy is a cost to the business. The impact on profit will depend on whether the business was involved in CSR prior to introduction of the CSR levy. Some firms were already spending some of their profit on CSR prior to the introduction of the CSR levy. For these firms the CSR levy will barely affect their net profit. In addition to the cost of CSR initiatives, businesses have to incur the cost of monitoring and implementing these programs. For this reason, firms were reluctant to participate in CSR programs (Sethi [49] ). However, in Mauritius, the guidelines for spending of CSR funds provide for up to 15% to be spent on administrative expenses. Additionally, firms may incur expenses for complying with standards (e.g. GRI) and have to incur the cost of external auditing and certification (Waagstein [5] ). These costs are quite considerable and would be incurred by large companies. As there is no statutory obligation to have CSR reports audited, firms can avoid this cost. Barnea and Rubin [50] contend that insiders (corporate managers, directors and large block holders) tend to over-invest in CSR for their own personal benefit at the expense of shareholders.
A favourable CSR rating will improve the reputation of insiders being perceived as caring towards employees and the community. As a result CSR becomes a source of conflict between shareholders because of fear that over-investment in CSR will reduce the firm's value. To this end CSR will impact negatively on profit (Jo and Harjoto [51] ).
There are also claims that CSR expenditure can lead to higher profits. [52] conducted a meta-analysis of 52 studies on the relationship between corporate social and financial performance. They report that corporate social performance predicted corporate financial performance but also that corporate financial performance predicted corporate social performance. Firms which spend on CSR can expect enhanced reputations which can increase their customer base to reap higher profits. However, empirical evidence on the relationship between CSR and profit is inconclusive (Mahadeo et al. [48] , Purushothaman et al. [53] . A meta-analysis by Griffin and The common argument that CSR will increase cost is based on a restricted definition of cost which is based on general accepted accounting practices. A business creates externalities which can either be positive (benefit) or negative (cost). Traditional accounting does not account for these externalities. Consequently, the cost of a product/service is understated which encourages higher production and consumption than which would be otherwise, if the cost to the society is considered. For example, a manufacturing firm creates pollution from its production activities. If the air which it pollutes is considered a "free good"
then obviously, higher production will lead to higher profit (Deegan [2] ). Con- This incident had a detrimental effect on the reputation of Chinese milk exporters with more than 25 countries banning dairy imports from China (UNESCAP [57] [61] argue that well governed firms will utilize CSR as a mechanism to reduce conflict between managers and stakeholders. Stakeholder's salience is a function of one or combination of the stakeholder's attributes of power, urgency and legitimacy (Mitchell et al., [62] ). Textile firms in Bangladesh adopt CSR due to pressure by powerful foreign buyers (Islam and Deegan, [63] ). Power depends on the pressure the stakeholder can exert on the firm. Helmig et al. [64] ) found that stakeholders indeed exert pressure for firms to implement CSR which leads to better market performance. Notwithstanding the positive effects of CSR, at times, the firm has to agree to stakeholders' requirements even if it has to sacrifice profit.
To sum up, the claim that mandatory CSR will lead to lower profit is valid.
However, businesses should go beyond the strict definition of cost and view CSR as an investment which has the potential to reap returns in the future or even a tax paid for using society's services.
Conclusions
While CSR originates from developed countries, mandatory CSR has been driven by developing countries. The Mauritian CSR levy applies to all companies indistinctively, which means that companies are equally affected by the CSR levy. As such, companies can neither use CSR as a competitive edge nor can they take the public for a "free ride" by reporting CSR without actually practicing it.
Perhaps, one innovative way to create a competitive edge through the use of CSR is to go beyond the mandatory threshold. Internal CSR activities are no longer allowed by CSR guidelines, firms willing to carry internal CSR will have to spend more than 2% of their profit on CSR.
Public interest theory concludes that the CSR levy is appropriate in the Mauritian context due to "market failure". The prevailing local conditions where family businesses dominate the business scene offer no incentives for firms to engage in CSR. Pre-legislation CSR practices provide evidence of a preference for internal CSR which did not benefit society as a whole. Managers did not have to show their managerial talents by engaging in CSR to improve the firm's rating as it happens in developed countries. All elements combined, the Mauritian business environment was not conducive towards voluntary CSR. Thus legislation was warranted in the interests of the community. The CSR levy acts in the public interest to change the focus of CSR activities from internal to external.
Rashid and Lodh [65] showed that regulation was necessary in developing countries for firms to practise CSR. importance to CSR. The CSR levy will affect profit, the extent will depend on whether the business is involved in CSR activities prior to the CSR levy.
